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The need for insurance against medical costs was questioned or
denied until recently by leading professional associations. Now, this
need is accepted; and remaining differences of opinion center mainly on
the alternatives of compulsory and voluntary insurance, and on scope,
structure, and control of insurance plans.
Discussions of national medical-care insurance have been largely
concerned with broad questions of public policy, objectives and goals,
dangers and fears; relatively little attention has been given to the
detailed'specifications of an insurance system. But now, when further
legislative actionon national health impends, attention to detail becomes
more likely and more urgent. Since prospective costs may play an
important role in affecting decisions, the budget for a national system
of insurance may be of considerable interest. The details of a cost
analysis, and the specifications with which it is associated, have been
given elsewhere;t only a summary of the results can be included here.
Major factors
Three groups of factors largely determine the costs of medical-care
insurance: (1) the size and composition of the covered population;
(2) the scope and nature of the benefits; and (3) the rates of payment
for services and commodities provided as benefits.
Coverage may be national or limited, depending upon objectives,
methods of providing the funds, administrative arrangements, etc. The
size of the coverage does not affect the per capita cost estimates if
it is assumed that, on balance, the limitations which may be imposed
are not selective with respect to average needs for the benefits and
average costs of furnishing them.
* From the Bureau of Research and Statistics, Social Security Administration, Federal
Security Agency, Washington, D. C. The opinions expressed here are those of the author
and do not necessarily express the views of the Social Security Administration or the
Federal Security Agency.
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It may be agreed that the medical services available under the in-
surance system should be comprehensive, but shortages and maldistribu-
tion of personnel, hospital, and other facilities, etc., would compel the
acceptance at the outset of restrictions that should be abandoned as
soon as practical. Hospital services cannot be unlimited, especially with
respect to the chronic sick, until facilities are enlarged; comprehensive
dental services, for the entire population or even for a major part of
it, are impossible with present personnel, and the same might be true
for home-nursing services; and it is at least very doubtful that ordinary
and relatively inexpensive medicines should be covered by insurance.
General medical and laboratory services and those of specialists could
probably be offered with few limitations.
National average rates of payment for services and commodities
are useful for the estimates, while allowing for variations among classes
ofpractitioners, amongindividuals, among hospitals and other organiza-
tions, and among localities.
Totalcostsandtheircomposition
If insurance protection against medical costs were to be provided
on the basis of national coverage (about 140 million persons), tentative
results derived mainly from estimates of per capita costs show that the
total annual cost in the first years of operation would probably range
between $3.6 and $4.0 billion, depending upon alternatives among
specifications for some of the benefits.* If the coverage were less than
national, these totals would be proportionately lower. In a later year of
operation, perhaps 10 or 15 years after the start of the program and
when the main obstacles to providing comprehensive service could have
been overcome, the costs might range between $4.9 and $5.5 billion.
The early-year costs are about $26 to $29 per capita, and the later-year
costs about $35 to $39, including the costs of administration.
The share of each class of benefit in the total cost depends upon
various assumptions that were retained as alternatives in the analysis.
Illustrativedistributions arepresented in the followingtabulation.
Payments to physicians. Physicians' services, accounting for about
one-half of the total costs, represent the largest single item of expense.
Unlimited access to the general practitioner was assumed for the in-
* All dollar amounts in this summary are at "current and prospective price and
income levels." They would need adjustment if there were major price inflation or de-
flation, or further important change in the level of national income.
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Percentagedistribution for
Class of benefit An earlyyear Alateryear
Physicians' services 51 42
Hospital services* 25 24
Dental care 10 18
Home nursing 2 3
Laboratory, medicines, and appliances 12 11
Research and education t 2
All services 100% 100%
Hospital service benefits, rather than per diem (dollar) hospitalization indemnity
payments, are assumed for the figures in this tabulation.
t Less than one per cent.
surance benefit, but the use of specialist services was assumed to require
referral by the general practitioner or other attending practitioner,
except in unusual or special circumstances. The method used in develop-
ing the cost of physicians' services was to apply the best available infor-
mation on the average incomes of physicians in prewar years to the
estimated number of physicians available for private practice. Adjust-
ments were made for additional payments to allow for an expected
increase in the use of physicians' working time under insurance, and
for changes in price and income levels which have occurred since the
years for which the income data were available.
Physicians' incomes under insurance would still vary, as they do
now, on the basis of age and experience, specialization, size of com-
munity, etc. National average incomes (gross) were assumed, for
present purposes, to be about $11,250 per annum for general practi-
tioners, and about $22,500 per annum for specialists, for full-time
practice among insured persons. These figures do not depend upon the
alternative methods (fee-for-service, capitation, or salary) by which
physicians may elect to be paid.
It was estimated that in the early years, the full-time equivalent
of about 92,000 general practitioners of medicine could be available,
or approximately 1 per 1,500 persons. Annual average payments of
$11,250 per physician would mean about $7.40 a year per person
eligible for their services. The full-time equivalent of about 40,000
physicians furnishing specialist services, approximately 1 per 3,500
persons, means a per capita annual cost of about $6.43. An additional
$0.75 per capita was estimated to be required for administrative ex-
penses. Thus, the estimated total annual costs per person for physicians'
691YALE JOURNAL OF BIOLOGY AND MEDICINE
services would be about $14.58. Applied to a covered population of
about 140 million persons, this equals a national total of about $2
billion. In later years, when the ratio of general practitioners to popula-
tion may be expected to have improved to about one for 1,250 persons,
total costs for physicians' services, on the same basis of payment, would
amount to about $2.3 billion.
Payments to hospitals. Costs of hospital care were developed to
cover in-patient services for the ordinary case of acute or semi-acute
illness, allowing for all of the usual services necessary for the health,
safety, and recovery of the patient. It was assumed that either of two
basic patterns may be followed in the design of hospitalization benefits:
acashbenefit,payable to the insured individual for each day of hospitali-
zation; or a service benefit, payable to the hospital to reimburse it for
actual costs incurred in furnishing services to the insured individual.
(A modified cash benefit, payable to the hospital, was also examined.)
Available data on the per diem amounts charged by hospitals in
various parts of the country for their least expensive facilities suggest
that a nationally uniform cash benefit per day of hospitalization might
have to be about $4 to $5. Unlike cash benefits which would probably
have to be nationally uniform, and hence a minimum amount, service
benefits could vary by hospitals or by areas. Hospital operating and
related costs suggest a national average rate of payment for service
benefits within the range of $6.50 to $7.50 per day. These per diem
amounts, including the higher costs for the first days of a hospital case
and the lower costs for later days, are for ward or other least expensive
facilities, available as an insurance benefit for a maximum period of
hospitalization of, say, 30 days' duration. If the insurance system pro-
vided for a longer or shorter maximum period of hospitalization, the
average per diem rate of payment would need adjustment.
Total expenditures for hospitalization will depend not only on the
rate of payment, but also on the expected amount of hospitalization.
In the absence of precise specifications regarding coverage, scope, and
duration of benefit, etc., this is difficult to estimate. Recent and current
experience indicates that in a year in the near future the insurance
system would probably become obligated to pay annually for about
1 day of hospital care per capita, and that this rate of hospitalization
may be expected to rise as high as 1.3 days per capita after, say, 5, 10,
or 15 years of insurance operation. Applying the per diem dollar ranges
for the service type of benefit to 1.0 and 1.3 days of hospital care per
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capita, and assuming that the coverage applies to 140 million people,
the indices yield national totals of about $1.0 and about $1.2 to $1.4
billion for an early year and for a later year, respectively. (Total income
for the hospitals would be larger by the amount of private payments
for services, more expensive facilities, or additional days of care not
covered by the insurance system.)
Dental care. If a program of complete dental care for everyone,
including provision for accumulated dental neglect of the past, were
to be put into effect, the services of two to five times as many dentists as
are ordinarily available would be required. Only a limited program,
perhaps one that includes comprehensive services for children and
restricted services for adults, would bepossible at first, with provision for
expansionofservices when morepersonnel became available.
A conservative approach to estimating the cost of a dental service
program within the insurance system, without more exact knowledge of
the unavoidable initial restrictions, would be to suggest about $3 as a
possible per capita annual insurance expenditure at the beginning, with
an expectation of expansion of service to an eventual per capita cost of
somewhat more than $7. For a population of 140 million, these per
capita costs would amount to about $0.4 billion for an early year, and
about $1.0 billion for a later year when the available personnel and
the scope of services could have been increased.
Homenursing. Bedsidenursing care in the home should be provided
both as a service to the sick and for economy in providing care which
might otherwise have to be given in hospitals. The greatest difficulty in
estimating costs for this part of a medical-care insurance program arises
from lack of knowledge of the personnel to be available post-war and,
in turn, the scope and extent of benefits that could be provided. If a
fully comprehensive program of home-nursing service, including care
of convalescents and chronic-disease patients in the home, were offered,
and if average rates of payment for nursing service were higher, as
they should be, than now prevail, the total cost to the insurance system
would be about $230 million. However, these objectives are not im-
mediately attainable, and a more limited approach is indicated. More
reasonable, and realistic, estimates of about $70 million for an early
year and about $175 million for a later year were used as tentative
figures for inclusion in the estimate of total costs.
Miscellaneous costs. Data concerning laboratory services, medicines,
and appliances are fragmentary and inconclusive, and only the most
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tentative cost estimates can be made. The general scope of the benefits
included in this classification are indicated in the following tabulation,
together with estimated (minimum) dollar amounts for an early year
of operation and for a later year.
Item Estimated cost
_____________ Scope Earlyyear Lateryear
Laboratory services Analyses of body fluids, tis- $150million $225 million
sues, etc., for diagnostic, pre-
ventive, and therapeutic pur-
poses; x-ray; radium therapy;
some physical therapy for non-
hospitalized patients
Medicines and Prescribed drugs (expensive $100million $150million
relatedsupplies and important items only),
vaccines, and sera (induding
costs of professional services)
for non-hospitalized patients
Appliances Eye-glasses, hearing aids, arti- $225 million $225million
ficial limbs and members, arti-
ficial eyes, aids to locomotion
These cost estimates apply to a coverage of about 140 million
persons, and they are not intended to cover services and commodities of
the same kinds already included in other items such as costs for
physicians' services and hospital care, or those available under other
public programs. For the early year, the total cost would be about
$475 million and for a later year, about $600 million, according to
the rough approximations used in this study.
Research and education. In addition to the direct benefits to be
provided under medical-care insurance, the system might be expected to
participate in meeting certain additional costs that would contribute
to quality of care and progress in medicine. Existing arrangements for
the financial support of research and professional education are in-
adequate. It was assumed that they should be supplemented from the
insurance funds. The estimates therefore include grants to professional
participants in the insurance system for postgraduate and "refresher"
courses; to non-profit agencies for expansion of educational and training
resources in fields in which shortage of personnel handicaps the pro-
vision of needed services; and for aid to support studies, demonstrations,
and experiments concerned with the prevention of disease and of
physical impairment, and with therapy. An approximate rule-of-thumb
was used for these items in the balance sheet of the insurance system.
For the early years of operation, about $10 million a year were included
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for education and research; for the later years, it was suggested that
the annual amount be 2 per cent of the total expenditures for all
medical services.
Insurance premiums
To illustrate the contribution rate that would be needed to finance
the total expected disbursements, a single example may suffice. With
total population coverage (about 140 million persons), the total
estimated costs are $3.6 to $4.0 billion for an early year, and about
$4.9 to $5.5 billion for a year 10 or 15 years later. With a "labor
force" coverage achieved through insurance premiums, about 120
million persons might be covered.* Assuming the application of the
insurance contribution rate to individual earnings up to a maximum
of $3,600 a year, the earnings-base subject to the premium rate, for
this limited coverage, would be about $100 billion. The per capita costs
applied to 120 million persons imply total annual costs of about $3.1 to
$3.5 billion for an early year, and about $4.2 to $4.7 billion for a later
year after the system had approached maturity. These are equivalent to
premiums of approximately 3.1 to 3.5 per cent, and to 4.2 to 4.7 per
cent, respectively, of the contribution base, and suggest premiums of
either 3 or 3.5 per cent at the outset, rising to 4, 4.5, or 5 per cent later.
Since the dental and home-nursing benefits might have to be
developedslowly andgradually, they may not lend themselves readily to
inclusion in the insurance premiums. If their costs were excluded from
the budget to be financed by the insurance premiums, at least in the
developmental years of the insurance system, and were to be met from
general revenues, the insurance costs would be reduced to about 2.7 to
3.0 per cent at the outset and about 3.2 to 3.7 per cent for a later year.
These suggestpremiums of about 3 per cent initially and about 3.5 or 4
per cent later. A contingency reserve would make frequent revisions in
the premium rates unnecessary.
Whetherthepremiums are levied wholly on the insured persons, are
divided between them and employers or among insured persons, em-
ployers, and the general revenues of the Nation, depends upon con-
siderations that are concerned with coverage and with other factors
extraneous to this summary.
* The other 20 millions would be persons eligible for coverage as needy persons
whose contributions may be paid on their behalf by public authorities; State and local
government employees brought into the system by inter-governmental compacts; other
special groups brought in through similar special arrangements; and non-covered persons.
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It should be noted that the costs of medical-care insurance would
not represent primarily new expenditures for medical care, but would be
chiefly customary costs redistributed in such fashion that burdensome
costs are avoided for individuals and families. Insurance premiums of
3 or 3.5 per cent at the outset are less than the average customary ex-
penditures for medical services; and premiums of even 4 or 5 per cent
later would not represent much more than average expenditures without
insurance. The insurance premiums would not substitute for all ex-
penditures which people make individually, but they would be a
sufficiently large share of the total to give substantial protection against
all major costs, because they would apply to those classes of medical
costs which are mainly responsible for large and burdensome obligations
for medical care. At the same time, the insurance arrangements would
be such as to encourage early and preventive care, as well as continuing
care.
Conclusion
These estimates of insurance costs are tentative and preliminary.
However, they probably indicate with substantial accuracy the approxi-
mate size of the costs, even if they are subject to considerable improve-
ment. Since such estimates have little meaning apart from the insurance
specifications assumed for their development, more precise cost analysis
requires refinement of the specifications. In this sense, progress in cost
analysis will reflect, and will be reflected in, progress in planning an
insurance system. If national health legislation should lean heavily on
non-insurance patterns, it may still be expected to profit from cost
studies, even those which are focused on the social insurance pattern.
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